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Q:
A:

Why do insufaRce companies use cfedit histoqy to set rates?

Insurance scoring helps insurers predict risk, inerease
availability and accurately price home and auto policies"

lnsurance scoring matches
rates to the risk of loss

An insurance score is the result of an objective
statistical analysis of credit report information
identifying the relative likelihood of an insurance
loss, based on the actual loss experience of
individuals with similar financial patterns.

I nsu rance scoring's predictive prope rties help
insurers identify more accurately the risk of loss
each policyholder represents. So, insurance
scoring helps consumers three ways:

,/ Lower rates: Insurance rates are reduced
for most consume.rs.

{ Rates match risk: Higher-risk
policyholders may pay a higher rate that
accurately reflects their higher risk of loss
- so lower-risk policyholders don't have to
subsidize the cost of insurance for higher-
risk policyholders.

'/ lmproved availability: A good or fair
credit history may offset negative
underwriting factors such as a poor driving
record or number of miles driven, thereby
improving the availability and affordability
for more insurance consumers.

as they do not know the ultimdte cost of tbeir
product when tbey sell it. Haoing a tool to
more ffictioely predict /osses helps insurers
price tbeir products more fairly,benefiting
all consumers."

Lawrence Powell
The Independent Institute

Report: Credit-Based Scoring in Insurance Markets
October 2009

Experts and Studies Confirm:
Insurance Scoring Benefits Most
Insurance Consumers

Nevada, July 2dl5: The state Insuranoe

Division's own siudy resulls lmnobonte the
insurance industry's contention that the
majoritv of policVholders benefitfrom the use
otueditsadng."

Orcgon, Fall2d!6: Voters reiected credit'
ban Measure 42,65-35/o atter leaming it
could increase auto and prope$ insurance
rates by millions statewide - as much as
$175 per family per year.

Wlsconsln, Fall 2fi17: a domestic insurer
testified before a Senate committee that
"nearly 75 prcen(ol their customers get a
discount because of use of credit information.

Washlngton DG, July 2fl17: The Federal
Trade Commission released a
comprehensive report on the use of
insurance s@res in automobile insurance,
based on a review of 2 million policies. The
report @nfirmed that s@res have'little etfect
as a lprolry'" for race or income and validated
the orrelation between insurance scores
and risk of loss.

North Dakota, January 2fl19: a domestic
insurertestified before a Senate committee
lupwards of 80 percenflof its auto and
homeowners customers are now receiving a
discount because of their credit information.

Arkansas, June 2dl9: The state Insurance
Department reported 27% of consumee
either received a disauntfor credit or it had
no effect on their premium" and lflor tlnse
policies in which credit played some role in
detennining the final premium, those
ree,eiving a decrease outnumbered those
who r*eived an increas by 3.21 to 1."



A: Credit-based insurance scores are afi accurate and fair predictor
of risk of loss.

Insurance Scoring : Accurate,
Fair and Predictive

Most policymakers and consumers agree: lower-risk
policyholders should not have to pay the same rates as
higher-risk policyholders for home and auto insurance,
so it is important for insurers to accurately predict each
policyholder's likelihood of filing claims and price their
policies accordingly.

Numerous studies by federaland state regulators,
universities, independent auditors and insurance
companies have allshown that an individual's credit
history is a proven, accurate indicator of how likely that
person is to file a future claim and the potential cost of
that claim.

Credit reports & scores are accurate

It is a myth that credit reports, and therefore credit-
based insurance scores, are often inaccurate.

According to the Consumer Data Industry Association,
between 2004 and 2006, more than 52 million credit
reports were provided to consumers free of charge, as
provided for under federal law. Just 10% (520,000) of
consumers had questions about their report or filed a
dispute. Of the 10olo who filed a dispute, just 1.98o/o
(102,960) of disputes resulted in a deletion of data.

Independent, university and
government studies agree

Separate studies by the Federal Trade Commission, the Texas
Department of Insurance (TDl), the University ol Texas,
Tillinghast Towers-Perrin, EPIC Consultants and others have all
proven that credit-based history correlates with the risk of
insurance loss. The recent TDI study showed that:

. The average loss per vehicle for people with the worst
insurance scores is double that of people with the best
creditbased insurance s@res.

. Homeowners insurance loss ratios for people with the
worst insurance scores are triple that of people with
the best scores.

. Drivers with the best credit history are involved in about
40 percent fewer accidents than those with the worst
credit history.

"Credit-based insarance scores are effectioe
predictors of nsk under autornobile policies"
Tbey are predictiqse of the number of clahns

consamers file and tbe total cost of tbose claims,
The use of scores is tberefore lihely to make tbe
price of insurance better match tbe risk of loss

posed by tbe consutner,"

"Credit-based lnsurance Scores; Impacts on
Consumers of Automoblle lnsurance"

Federar*3:%'*H33':t"',ffi i,,ji;
(2 million policies examined by FTC)

Q: What does a consumer's credit history have to do with the price
we pay for auto or homeowners insurance?
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FICO @ Credit-Based Insurance Scores for homeowners'
insurance shows an inverse relationship between loss
ratio and insurance score. The lower the score; the
higher the loss ratio. Conversely, the higher the score;
the lower the loss ratio.



Q: Does insurance scoring unfairly disenminate against minority
or low-income consumers?
No" trnsurance scores don't inelude race or income infotrmation.

Race, income, gender, address,
"Credit-based insarance scores dppear to

haoe linle ffict as a oProxY" 
for

ethnic group, religionn marital status
or nationality are not considered

Insurance scores are objective and "blind" to race
and income. Credit-based insurance scores do
NOT consider a consumer's income, race, age,
address, marital status or nationality because
insurers and credit bureaus are legally prohibited
from considering such data. An insurance score
only measures the risk-relevant variables
(payment history, public records, etc.) that are
indicators of potential future risk.

While some studies have shown that individuals in
some minority or income groups may have
somewhat lower insurance scores than others,
those same studies also confirm that the flll range
of scores, from highest to lowest, are present at all
income levels and among all racialand ethnic
groups.

U.S. anti-discrimination laws require businesses to
avoid deliberate bias against minority groups.
Through the use of insurance scoring, only
individual consumers who represent potentially
higher risk pay higher premiums, regardless of
their race or income.

Credit scoring.". is not unfairly
discriminatory as defined in current law
because credit scoring is not based on
rdce, nor is it a precise indicator of one's
rAce. Recall tbat not all minorities are in
tbe worst credit score categories, Furtber,
its ase is justified actuarially and it adds
oalue to the insurance trAnsAction,"

Jose Montemayor
Connmissioner, Texas Department of lnsurance

Reporr ro the Governor ""j"h""r#l$;

A:

membership in racial and ethnic groups

in decisions related to insurance...
Federal Trade Commission (FTO)

July 2007

U.S. and State Regulators Confirm:
Insurance Scoring is Obiective

"Credit-Based lnsurance Seores: lmpacts on
Consumers of Automobile lnsuraneeo" Federal
Trade Commission (FTC) Report, July 2007:

This comprehensive report included findings
discounting the alleged "disparate impact" of
credit-based insurance scores on low-income and
minority consumers, concluding credit-based
insurance scores, "appear to have little effect as a
'proxy'for membership in racial and ethnic groups
in decisions related to insurance..."

The report continued, "Tests also showed that
scores predict insurance risk within racial and
ethnic minority groups...This within-group effect of
scores is inconsistent with the theory that scores
are solely a proxy for race and ethnicity."

"Ilse of Credit lnformatlon by lnsurers in
Texas: The Multivariate Analysls," Texas
Department of lnsurance, January 2005

An independent study by the Texas Department of
lnsurance confirmed that credit-based insurance
scoring does not discriminate based on race or
income. According to the study, a higher
percentage of adults in low-income groups and
certain mi nority groups (Af rican-American and
Hispanic) have somewhat lower scores compared
with the rest of the adult population. However, the
study also showed that each group studied
receives the full range of insurance scores. This
is only possible if insurance scoring is a color-
blind, objective process.



Q: What has the use of credit information done to insurance rates?

A: Credit-based insuranee scores reduce prerniums for mnst consumers.

Gredit-based insurance scores are
fair & accurate.

Studies by the University of Texas and the Federal
Trade Commission found credit-based insurance
scores are highly predictive of whether an individual will
file an insurance claim and for how much, while
simultaneously finding no evidence they are proxies for
ethnicity or income. Most insurance companies in the
United States use insurance scoring to one degree or
another to price auto and homeowner coverage
because it allows them to better match the rates
consumers pay with the level of risk they represent. lt
makes sense that people with a lower risk of filing a
claim should pay less for their insurance.

While insurers are able to calculate scores for most
consumers, about 4olo of the population does not have
sufficient enough credit history to generate a score.
Montana state law (MCA 33-18-605) protects these
consumers by prohibiting an insurer from considering
this lack of a score, except under very limited
circumstances.

Consumers could see rates go up if
insurance scoring is prohibited.

Because most people manage their credit responsibly,
the use of credit-based insurance scores benefits a
majority of consumers and saves them money. Banning
such use would mean that responsible consumers
would pay more - and subsidize the cost of insurance
for less responsible consumers.

Without the use of insurance scores:

{ Policyholders with a history of responsible
credit management could pay more for their
home and auto insurance.

{ Policyholders with a low riskol filing a
claim could subsidize the cost of insurance
for those who are at higher riskof filing a
claim.

Stady resuhs ""..corrobordte tbe insurance
industry's contention that tbe majority of

policybolders benefit from tbe use of
t..crean scorrng,'

Nevada Division of Insurance study,2005

*87o/o of consamers either receioed a
discount for tredit or it had nCI effect on

their preminm."
Repod to the Arkansas Legislature by the

State Insurance Department" 2009

Ihe nrmncffi [ruuG iL
Credlt ls only part of the soore...

Insurance scores use sorne information from credit
reports - but not all. And insurers also use other, non-
credit information, such as driving recod or maritral
status, to determine a pollcyholder's risk of loss. All
these factors taken together help establish premium.

Most consumers earn favorable credlt
scores

According to FICO@ (the data analytics company
formerfy known as Fair lsaac C6rp.),76elo ol
oonsumers exhibit good or fair credit management
behavior, which result in higher credit scores. While
credit scores and credit-based insurance scores are not
identical, good credit scores conelate to good
insurance scores - and result in lower insurance costs
for consumers.

Most consumers pay less for lnsurane
because of insuranoe scoring

A 2006 study conducted by the respected Oregon-
based economic research firm ECONorthwest
revealed:

58o/o of auto policyholders and 5306 of homeowners
policyholders in Oregon paid lower premlums due to
the use of credit information by thek insurer.

Policyholders with favorable insurance scores paid as
much as 48oA less than they would have paid without
the use of credit information.

Annual premium reductions for credit-based insurance
scores averaged $115 on auto insuranoe and $60 for
homeowners insurance. That means credit-based
insurancs scoring saved an average family $175 per
year - savings that would be threatened by a law to
prohibit credit-based insurance scoring.



Q:
A:

Aten't state$ moving ro ban insurers' use of credit history?
No. Citizens and legislators nationwide have reiected laws to
ban insurance scoring - ilgdin dftd again, awer 22 years.

States regulate - but nearly all allow
- credit-based insurance scoring *This is the classic case of an initiatiae

that sounds worth a logk at first glance,
but woald caase disruption, ancertainty
and uhimateb higber rates for euerltone,'l

Daily Astorran 
lyr:#tr

2006: Oregon Voters Say No to
Higher lnsurance Rates by 2-l

Nearly every state - including Montana - has laws to
ensure the fair and accurate use of credit information
by insurance companies. Only two ban its use entirely.
Two others have enacted bans on credit-based
insurance scores in specific lines of insurance: Hawaii
(auto insurance) and Maryland (homeowners).

Legislators and regulatory agencies in 48 states have
studied and debated insurers' use of credit information
and have determined insurers should be allowed to use
credit information in underwriting andlor rating
decisions. Recent developments include:

In 2009, 16 states considered legislation
banning the use of credit-based insurance
scoring. Not one of those bills passed either
chamber of a single state legislature.

ln 2008, 18 states considered legislation
banning the use of credit-based insurance
scoring. Only two of those bills passed either
chamber of a state legislature. Neither bill
came to a vote in the opposite chamber.

ln 2007, 14 states considered legislation
banning the use of credit-based insurance
scoring. Not one of those bills passed either
chamber of a state legislature. Not one of those
bills passed out of its committee of origin.

In the fall of 2006, Oregon voters resoundingly
defeated a state ballot measure that proposed a ban on
insurance companies'use of credit information to help
them set rates for insurance.

In the nation's only public vote on an issue which has
generated widespread debate in legislatures and
regulators' offices across the country, consumers
themselves strongly endorsed insurers' use of credit
information, defeating Oregon Measure 42by a nearly
two-to-one margin - 65%-35"/o statewide.

Voters in one of the nation's most pro-consumer states
overwhelmingly rejected attempts to ban insurance
scoring because they came to see it as a practice that
benefits most consumers and allows insurers to price
policies more fairly.

Oregon voters responded to the experience
insurers and consumers have seen across
the nation over more than two decades:

Most consumers would end up paying
more for their insurance. People with good
credit would pay more for their insurance and
people with bad credit would pay less.

A credit ban forces low risks to pay more;
to subsidize high risks. Those with good
credit histories would be forced to subsidize
people with bad credit

Gurrent laws work - we don't need a ban=
State consumer protection laws are already
among the most restrictive in the nation,
limiting how insurers may use credit
information.



Q: How does state law protect coRsumers when it eomes to
insurerst use of credit history?

A: Montana has some of the nationts toughest and most
comprehensive consumer protection laws on the books.

Montana: Among the
nation's toughest
insurance scoring laws

In 2005, the Montana Legislature enacted the
Montana Use of Credit Information in
Personal Insurance Act (MCA 33-18-601 et
seq.)

Under our state's current law, insurers cannot
deny, cancel or non-renew a policy of
personal insurance on the sole basis of credit
information. And while credit history can be
used by insurers as a factor in determining
premium, insurers cannot base their rates on
these factors:

Number of credit inquiries;

Lack of a credit card account;

Collection accounts with a medical
industry code;

The initial purchase of a new vehicle
or home that increases the
consumer's debt;

A consumer's use of a particular
type of credit or debit card (such as
a department store or gasoline
credit card);

The total amount of a consumer's
available credit.

Insurers support new
consumer protections
proposed by State Auditor
Monica Lindeen

State Auditor Monica Lindeen has proposed ;

new legislation now under consideration by
lawmakers (HB 29) that would provide new
factors in addition to those approved in 2005 to'
provide more protection lor consumers.

In addition to the factors shown at left, Montana
law protects consumers facing .extraordinary

events, including:

r' Death of an immedlate family
member;

r' Temporary loss of employment;

r' Expenses related to a catastrophlc
lllness or Infury;

r' Shtus as a vlctlm of ldentlty theft.

Auditor Lindeen's proposal (sponsored by Rep.
Jonathan McNiven, R-44) would also prohibit
insurers from basing insurance premiums on
credit changes attributable to these factors:

{ Milltary deployment overseas;
{ Divorce.

HB 29 provides consumer protection without
disrupting the insurance marketplace or unfairly
increasing rates for insurers who today pay less
for insurance than they would if credit
information could not be considered.



Q: Are credit scores declining for low-income consumers in the
economic downturn?

A: Credit scofes rernain predictive across income levels and arc
steady - and in some cases, rising - for the maionry of consumers"

As consumers reduce debt,
scores remain steady for most;
rise for some; decline for few.

Mortgage failures, recession and rising unemployment
have led to assumptions that credit scores are declining,
particularly for low-income consumers.

But the numbers tella different story. Data provided by
three leading credit reporting bureaus and FICO @
(formerly Fair lsaac Corp.) show that average credit
s@res remain steady - and are in some cases rising.

There have been real and tragic stories of consumers
who have been directly impacted by the economic crisis -
who have lost jobs or even their homes. For these
consumers, there may be an impact on their credif
scores. But it is important to note that insurance scores,
which may include credit andnon-credit factors, tend to
weigh less heavily mortgage or credit default information
than credit s@res used for determining credit worthiness.

At the same time, data show a large number of
consumers are seizing the opportunity to improve their
financial management practices. They are paying bills on
time, paying down balances and not seeking new credit
lines. Thes-e prudent steps are helping to iliprove credit
scores for many consumers.

'\/bile credit card holders don't control
their credit limits, in many caseso tbey

do control tbeir accoant balances.
Recent data sbows that a notable

number of consumers haae reduced tbeir

Credit data show only minor
fluctuations in insurance scores

At an April 2009 hearing before the nation's insurance
regulators, credit bureau TransUnion's Global Chief
Scientist, Chet Wiermanski, testified that between 2005
and 2008 the national average TransUnion Insurance
Risk Score for each of the bureau's three proprietary
insurance score models showed only minor
fluctuations.

For example, the nationalaverage TransUnion Auto
Insurance Risk Score, which ranges on a scale of 150
to 950, shifted from a low of 840.7 in the first quarter'of
2006 to a high of 843.7 in the first quarter of 2008. The
most recent nationalaverage TransUnion Auto
Insurance Bisk Score, as reflected of the fourth quarter
of 2008, is 842.7. The national average scores for
TransUnion's P roperty and combined Auto/Propefi
Insurance Risk Scores showed similar fluctuations.

reoolzsing credit asdge, helping to
minimize any ffict fro* lenders

redacing tbeir accoant limits""

Lamont Boyd
Fair lsaac Gorp. (FICOO) Report to the National

Association of Insurance Commissioners
Aprit 2009
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